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GERMANY'S FINANCIAL MOBILIZATION 
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Intkoductoky 

As a preliminary to the following discussion of the 
financial measures which Germany resorted to at the 
outbreak of the war, it will be necessary, in order to 
obtain a clear understanding of the situation, to review 
briefly the course of development of German banking 
policy during the last decade. 

The rapid industrial and commercial progress 
achieved by the Empire almost continuously since the 
middle of the nineties was naturally followed by severe 
strain on credit resources which failed to allow for the 
possibilities of a political crisis. When in 1905, how- 
ever, the first differences arose between France and 
Germany over the Morocco affair, the German Govern- 
ment became aware of the dangers of such a heavy 
strain upon its monetary and credit system, and the 
problem of a financial mobilization was at once taken 

724 
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up. The efforts of the responsible officials were probably 
stimulated by the Reichsbank, whose directors were 
best in a position to discern the effects of political 
events upon the money market and who realized that 
the German currency system rested on a metallic 
foundation far from strong enough to withstand suc- 
cessfully a great crisis. And apart from these circles, 
there were many other prominent men able to define 
their attitude regarding this very important question; 
they put before the public valuable essays on the subject 
of financial mobilization. 

These facts should be borne in mind in order to under- 
stand the course of German banking legislation since 
1906 and the banking policy of the German Reichs- 
bank. The first step was to grant the Reichsbank the 
privilege (Law of February 20, 1906) of issuing bank- 
notes in denominations of M. 50 and M. 20.^ The 
purpose of this legislation was admittedly to replace 
a part of the precious gold in circulation by small bills, 
or to meet a part of the need for gold coin with the issue 
of smaller notes; as a result gold would flow in greater 
amounts into the Reichsbank. On June 5, 1906, 
another statute was passed according to which the 
Reichskassenscheine (treasury notes) were to be 
issued in denominations of M. 10, replacing those of 
M. 20 and M. 50.^ 

1 Heretofore the smallest denomination had been M 100, as provided for m the 
Bank Law of March, 1875 

2 These treasury notes are the only paper money issued by the German Empire 
They were created by a law passed April 30, 1874, when the maximum amount was 
fixed at M 120 millions To increase the imperial war chest of gold, which amounted 
since 1871 also to M 120 imlhons, it was ruled on July 3, 1913, to issue a further 
120 millions of Reichskassenscheine Up to the end of July, 1914, about 85 milhons 
of this new issue had been put into circulation, and the war cheat had been accordingly 
increased, the total amount of gold m the chest (205 millions) was promptly dehvered 
to the Reichsbank for the credit of the Empire at the outbreak of the war On 
March 22, 1915, a new bill was passed providing for the issue of a further 120 milhons 
Reichskassenscheme in denommations of M 10 This new issue, however, is to be 
entirely covered either by Darlehnskassenscheme or by currency it is to be with- 
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In 1908, when the time approached to renew the 
charter of the Reichsbank, an ofl&cial inquiry was held 
with the purpose of disclosing all means and ways to 
help in the poUcy of strengthening the German mone- 
tary system. The six questions propounded to the au- 
thorities finally sifted down to one: how was the 
position of the Reichsbank to become stronger in 
the future ? This official inquiry resulted directly in 
the passing of the bank act of June 1, 1909. In Article 
3 of this act the notes of the Reichsbank were declared 
" legal tender " ^ a quaUty they had not possessed 
before. By this provision the public was to grow 
accustomed to considering the Reichsbank notes " as 
good as gold." 

Simultaneously with this legislation, which had in 
view the strengthening of the Reichsbank, German 
banking policy was extended to the private joint stock 
banks. The government fully realized that an improve- 
ment in the German credit system could only be 
achieved by finding a way to induce these institutions 
to use more restraint and discretion in the granting of 
new credit. In view of the fact that the country owed 
its great economic development largely to the stimulat- 
ing influence of the private stock banks, a destructive 
legislation against these useful institutions was con- 
sidered inadvisable. Therefore an attempt was made 

drawn later and replaced by Reichsbank notes of the same denominations, the issue of 
which IS already provided for m the same bill 

1 As the Amencan definitions of *' lawful money " and " legal tender " differ from 
those customary on the Contment, it may be stated that in Europe the term " lawful 
money " imphes the unit standard, — either the unit standard com, or government 
notes, or banknotes not convertible mto com, according to the respective monetary 
legislation The term " legal tender " is apphed only to such government notes or 
banknotes as have been declared by law to be instruments of payment, but which are 
upon demand redeemable m gold For instance, the notes of the Bank of France and 
of the Reichsbank, previously " legal tender " notes, became " lawful money " at the 
outbreak of the European war, when these banks by special legislation were released 
from their obligation to redeem the notes m specie The notes of the Bank of England, 
however, remamed legal tender notes, for the bank continued to redeem them in gold. 
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to influence the banks by other means. This was 
accomplished in two ways. In the first place the banks 
were compelled to publish a so-called " Zwischen- 
Bilanz" (intermediate balance sheet) every two months, 
instead of once a year as heretofore. The purpose was 
to subject the banks in their conduct of business more 
fully to public criticism. The measure was to act as a 
restraint upon the banks, in view of possible poUtical 
conflicts. In the second place, the Reichsbank re- 
quested all banks to increase their " Giro-Guthaben " 
(deposits) with it, thus increasing its own working 
capital as well as the bank's cash reserves. 

Owing to this far-sighted policy credit conditions in 
Germany improved materially. The money which had 
been borrowed for short terms from foreign countries, 
particularly from France, was repaid, and the propor- 
tion between cash available and short term obligations 
considerably increased. Such a development was doubt- 
less favored by the slackening of business in Germany 
after the end of 1912, which would in any case have 
caused an increase in the banks' cash on hand. 

Apart from the improvement in the monetary and 
credit conditions the German Government also suc- 
ceeded in enhancing its own resources by adequate tax 
measures. These measures resulted in the passing of 
the well-known tax law of June 3, 1913, authorizing 
what was expressly called an extraordinary " Wehr- 
beitrag " (contribution for the country's defence). The 
total yield of this tax had been estimated at approxi- 
mately M. 1,200 millions, to be collected in three annual 
instalments. Up to the middle of the year 1914 the 
receipts had aggregated about M. 300 millions. 
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II 

The Four War Measures 

It will be seen that at the begmning of August, 1914, 
Gennany was in a comparatively favorable monetary 
situation. But in addition to these precautionary 
measures, the government, in order to complete the 
financial mobilization, had carefully prepared a number 
of bills to be enacted at the outbreak of a war. They 
were brought before the Reichstag on August 4, and 
were unanimously accepted in one meeting. 

Let it be premised that the coinage act of July 9, 
1873, by which Germany had adopted the gold standard, 
prescribed the acceptance of subsidiary money up to 
M. 20, of minor coin up to M. 1. The coinage act 
moreover obliged the Treasury to exchange upon 
demand any amount of such minor coin for gold. Such 
provisions could of course not be maintained during a 
European war, as care had to be taken to prevent an 
outflow of gold. 

The desired results, then, were brought about by the 
following acts: — 

1. (Law 4448.) Act respecting Notes {Reichskas- 
senscheine and Banknotes) 

The Reichskassenscheine, whose acceptance had 
heretofore not been compulsory, were proclaimed " law- 
ful money" (see footnote, p. 726). At the same time the 
Reichsbank notes were made " lawful money," by the 
provision that the Reichsbank should be released from 
its obligation to redeem the notes in gold. Consequently 
the Treasxuy was freed from the redemption of the out- 
standing Reichskassenscheine (sections I and II). In 
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order to protect the private note-issuing banks ^ against 
the loss of their gold reserves and to enable them to 
conduct their business during the war, these banks were 
allowed to redeem their notes with Reichsbank notes 
(section III). 

2. (Law 4434.) Amendment of the Coinage Act 

As mentioned above, the German coinage act of 
1873 provided that the subsidiary and minor coins 
should be exchanged for gold upon demand. This 
provision was accordingly modified to the extent that 
the imperial Treasury, during the war, should be 
released from its obligation to exchange these coins for 
gold, but should be allowed to exchange them for 
Reichsbank notes and Reichskassenscheine. 

3. (Law 4435.) Amendment of the Bank Law 

The Reichsbank, in accordance with the historical 
function of a great central bank of issue, had always 
been regarded as an institution whose very purpose was 
to serve the country in time of war. In order to ac- 
complish this important task it was necessary to place 
the Reichsbank in a position to cope with the extra- 
ordinary requirements. In section 17 of the Bank 
Law of March, 1876, it had been provided that the 
Reichsbank must keep as security against its circulating 
notes I in cash and | in short term bills of exchange 
bearing at least 2 names (double name paper). In order 
to enable the Reichsbank to grant extensive credits to 
the Empire this provision was changed. The Reichs- 
bank received the permission to discount Treasury 

1 There still exist four private note-issuing banks m Germany, viz : The Bayensche 
Notenbank, the Sachsische Bank, the Badische Bank, and the Wurttembergische 
Noteubank. 
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bills ' which matured not later than 3 months; and it 
was provided that the bank should be at liberty to con- 
sider, in addition to double name paper, such short term 
obligations of the empire and Imperial Treasury Bills as 
security within the meaning of section 17. 

This act likewise repealed, for the duration of the war, 
the well-known provision for a 5 per cent tax upon the 
uncovered amount of circulating notes (exceeding 650 
or 760 millions respectively). The deciding factor for 
this action probably was the consideration that at a 
time when the Reichsbank was increasing its note cir- 
culation in the interest of the Empire, there could be no 
reason for a tax tending to restrict note circulation. 

4. (Law 4446.) Act respecting Darlehnskassen 

The acts just mentioned represent amendments of 
existing legislation in regard to currency and note- 
issuing banks. The other measures taken for the com- 
pletion of the financial mobilization had no connection 
whatever with previous laws enacted in times of peace. 

In order to relieve the Reichsbank and the joint 
stock banks, it was considered essential to create an 
institution to extend credit against collateral security. 
For this purpose loan banks (Darlehnskassen) were 
established throughout the country. Such Darlehns- 
kassen, as a matter of fact, were not entirely unknown; 
they had already proved successful in Prussia in the 
wars and crises of 1848, 1866 and 1870. On the strength 
of its experiences during these periods, the govern- 
ment, in order to complete the war credit and currency 
system, again returned to this old and approved organ- 
ization. The Darlehnskassen system was, of course, 

' Another act (law 4333) expressly authorized the Treasury to issue such Imperial 
Treasury Bills 
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considerably developed, in accordance with the changed 
conditions of the present day. The leading idea was to 
strengthen as far as possible the position of the Reichs- 
bank for the financial needs of the government. To 
accomplish this end, business had to be given an oppor- 
tunity to satisfy its demands for credit elsewhere. Tho 
the great joint stock banks would unquestionably have 
come to the assistance of their clientMe in time of war, it 
was nevertheless deemed advisable to establish another 
organization with the sole object of meeting, in case 
of emergency, the urgent demands for credit. In close 
cooperation with the branch system of the Reichsbank, 
the Darlehnskassen were to be established in all cities in 
which the Reichsbank maintained a branch office and 
where there appeared to be a need for the facilities. 

The Darlehnskassen were started without capital, in 
lieu of which they issue Darlehnskassenscheine (Loan- 
Bank notes). The act of August 4, 1914, provided for 
the issuing of a maximum amount of these Loan-Bank 
notes of M. 1,500 millions; an amendment to this act 
(November 11, 1914) increased the amount to M. 3,000 
millions. It may be worth while to mention that 
so far the maximum amount of the Darlehnskassen- 
scheine put in circulation has at no time reached the 
amount originally provided for, M. 1,500 milUons. On 
December 31, 1914, the circulation totalled M. 1,317 
millions, and gradually decreased to M. 760 millions on 
March 15, 1915. The Darlehnskassenscheine neither 
became lawful money nor were they declared legal 
tender. But the Reichsbank was authorized to include 
them in its legal cash reserves. Thereby it was intended 
to assure the possibility of extending the Reichsbank's 
issue power, in case its gold reserve should prove insuflSi- 
cient cover for its note circulation as provided for in 
section 17 of the fundamental bank law of 1875. 
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In practice the business of the Darlehnskassen is 
conducted as follows: they obtain banknotes from the 
Reichsbank against the issue of Darlehnskassenscheine, 
which are fully secured by the accepted security. On 
the strength of these Darlehnskassenscheine the Reichs- 
bank is enabled to put into circulation three times the 
amount of its own notes. 

The denominations of the Darlehnskassenscheine 
were at first M. 5, 10, 20 and 50. Later, notes of M. 1 
and M. 2 were issued. While the smaller denominations 
are mostly in circulation, the larger ones are chiefly 
held by the Reichsbank. In the weekly statement of 
March 15, 1915 this institution showed a balance of 
M. 176 milUons of Darlehnskassenscheine, from which 
it may be inferred that of the total issue (at that time 
M. 760 millions as previously stated) M. 584 milhons 
were in active circulation. 

Ill 
The Reichsbank 

As previously remarked, the Reichsbank for years had 
heeded closely the possibiUty of political imbrogUos and 
was accordingly prepared for the outbreak of the war. 
The course of financial events immediately preceding 
and following the beginning of hostilities may be 
briefly described as follows. 

During the last days of July, 1914, the public became 
alarmed and began to exchange Reichsbank notes for 
gold. The Reichsbank at first satisfied such demands, 
but very soon restricted itself to paying out only sub- 
sidiary coins. After July 31, the bank entirely dis- 
continued redeeming its banknotes, this step probably 
having already met with the approval of the govern- 
ment. The measures taken by it received full legal 
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sanction when the Reichstag met on August 4, 1914. 
The refusal on the part of the Reichsbank to redeem its 
notes in gold might easily have increased the alarm of 
the public, had the bank not enlightened the people by 
using the daily press, and had it not at the same time 
freely discounted bills of its customers, so that these 
were not experiencing difficulties in meeting their own 
obUgations. The increase in the amount of bills dis- 
counted by M. 1,330 milUons during the week from 
July 23 to July 31 is the best evidence of the far-reach- 
ing assistance rendered by the Reichsbank at that 
period. Further, it granted loans against collateral in a 
liberal manner, revising for this purpose the list of 
securities which could be pledged. Whereas in time of 
peace only imperial issues or those of the several states, 
municipal bonds, and land-mortgage bonds had been 
accepted as collateral, the list was extended to include 
all domestic securities listed on German stock exchanges. 
At the same time the Reichsbank prepared to open the 
Darlehnskassen mentioned above. Upon these institu- 
tions was to devolve later the task of granting credit 
against pledge of securities and non-perishable mer- 
chandise. 

The further development of the financial state of 
affairs may best be followed up by reference to the 
weekly statements of the Reichsbank. They are tabu- 
lated in Appendix II to the paper, for the period from 
July 15, 1914 to March 15, 1915. In the first week of 
August, 1914 the item " Commercial paper and Treas- 
ury bills " shows an increase by M. 1,665 millions. 
According to official information, about M. 750 mil- 
lions of this amount represent requirements of the 
government for military payments. As financial and 
business concerns felt apprehensions regarding the 
possibility of a sudden discontinuance of credit facili- 
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ties, they were naturally anxious to secure large credit 
balances with the Reichsbank. But they were not in 
immediate need of cash, and the proceeds of discounted 
bills therefore chiefly remained with the bank, as is 
shown by the increase in deposits. Since, moreover, the 
stock of gold was at the same time considerably raised 
through the imperial war chest, ' the Reichsbank could 
meet the enormous demands without permitting the 
cover for the circulating notes to drop below the 
minimum proportion of 33| per cent in cash (gold in 
bullion and coin, Reichskassenscheine, and Darlehns- 
kassenscheine). Taking into consideration the cover 
in gold alone, we find that the security in that metal 
was 37.9 per cent for the period mentioned. The 
percentage dropped only once below this figure (to 
36.7 per cent) on August 22, 1914. After that time the 
percentage steadily improved, and reached 42.9 per 
cent on March 15, 1915. This favorable result was 
brought about mainly by the fact that the Reichsbank 
could continue to draw gold from circulation and 
replace it by small banknotes. As stated above, this 
policy dates back as far as 1906 and has undoubtedly 
during the last few years been the chief means of in- 
creasing the gold stock in the Reichsbank's vaults. 
The gold reserve amounted on 

July 23, 1911 to M. 917.2 millions 
" 23, 1912 « " 979.0 
" 23, 1913 " " 1,156.7 
" 23, 1914 " " 1,356.8 " 

A few days previous to the outbreak of the war the 
amount of gold on hand dropped as low as M. 1,253.2 
millions. But from the beginning of August the stock 
continually increased, and on March 15, 1915 it rose 

I See p. 725, note 2. 
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to the enormous amount of M. 2,300 millions. It is 
obvious that only by means of such a large increase in 
the gold reserve could the Reichsbank expand its note 
circulation without jarring the foundation of the 
German monetary system. 

While it is undoubtedly true that the Reichsbank was 
enabled to maintain its gold reserve by its refusal since 
August 1st to redeem the notes in gold, the considerable 
increase in its gold reserve could not have been accom- 
plished without the assistance of the entire public. 
There was no other means by which the gold held by 
individuals and in circulation could have been con- 
centrated with the Reichsbank. Through the press the 
public was consistently educated in regard to the ex- 
change of banknotes, and it came to be looked upon as a 
national duty to deposit the gold with the Reichsbank 
and receive its notes therefor. Gradually this idea 
became national and was taken up by all classes of the 
population. Churches and schools participated in the 
movement, and this is the only explanation of the fact 
that the Reichsbank was able to increase its gold 
reserve since the beginning of the war by more than 
1,000 million of marks without importing gold. An 
opinion regarding this increase in the Reichsbank's 
gold reserve would have little value, so far as the present 
is concerned. As regards the future, however, it cannot 
be overestimated. This large gold reserve will ma- 
terially facilitate the reestablishment of normal mone- 
tary conditions as soon as peace has been restored. 
Aside from this fact, the willingness of the population to 
sacrifice precious metal for paper money in hard war 
times will constitute a unique case in banking and 
financial history. The psychological explanation is 
unquestionably the great confidence and trust enjoyed 
by the Reichsbank ever since its establishment. 
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Owing to the constant withdrawal of gold from cir- 
culation, the banknotes of small denominations (issued 
in accordance with the act of 1906, as previously ex- 
plained) were destined to play a particularly important 
part. On June 30, 1914 the total circulation of small 
banknotes amounted to M. 651.7 millions; on July 30, 
1914 it had already increased to M. 812.6 millions. On 
March 15, 1915 the total amount of banknotes (large 
and small denominations) in circulation was M. 4,937 
millions, which included not less than M. 2,161 millions 
small notes (M. 50 and 20) representing about 44 per 
cent of the total. 

The item " Commercial paper and Treasury bills " 
contained in the Reichsbank's weekly statements 
clearly reflects the effect brought about by supplying 
the financial needs of the Empire. Inasmuch as the 
business concerns had satisfied their credit requirements 
during the few days preceding the outbreak of war, it 
stands to reason that they found more funds at then- 
disposal when the situation was cleared than were 
needed for business. On the other hand, until the first 
war loan was issued, it was the Reichsbank's para- 
mount obligation to provide the Empire with the funds 
necepsary for conducting the war. As a consequence the 
item " Commercial paper and Treasury bills " increased 
constantly, until it reached its highest point on Sep- 
tember 30, with M. 4,755.8 millions. According to 
official information Treasury bills alone amounted at 
that time to M. 2,300 millions. When the first instal- 
ment of the war loan, due on October 5, was paid in, the 
Treasury took in M. 2,420 milUons, which amount was 
largely applied for the payment of Treasury bills dis- 
counted with the Reichsbank. Reference to the bank's 
weekly statements will substantiate this, for the total of 
"Commercial paper and Treasury bills" decreased from 
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M. 4,756 millions on September 30 to M. 2,643 millions 
on October 7. It is probable that the government 
contributed at least M. 2,000 millions to this decrease. 
The amount may have been even larger, because some 
of the subscribers to the war loan probably discounted 
bills at the Reichsbank in order to raise the required 
funds. 

The subsequent rise of the item " Commercial paper 
and Treasury bills " viz. from M. 2,643 millions on 
November 7, 1914 to M. 4,437 millions on March 15, 
1915 was undoubtedly caused by new financial require- 
ments of the Empire. These figures illustrate that the 
Reichsbank is the center of the entire financial mobiliza- 
tion in Germany. 



IV 

The Imperial Loan Banks (Darlehnskassen) 

The Darlehnskassen have so far accomplished their 
object in every way. They have relieved the imperial 
Reichsbank, and at the same time offered an oppor- 
tunity, especially to business concerns, of receiving 
advances on security upon which in ordinary periods 
money could be raised only with difficulty. Since grant- 
ing loans on the part of the Darlehnskassen implies 
automatically an increase in the circulation of Reichs- 
bank notes, as explained above, the loan banks in their 
desire to prevent a dangerous depreciation of the paper 
money, grant loans solely in cases where the real value 
of the security offered is commensurate with the amount 
appUed for. On the other hand, the regulations of the 
loan banks respecting acceptable security were made 
very comprehensive. In addition to stocks, bonds, and 
raw products, " all non-perishable merchandise " is 
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eligible. But notwithstanding these easier conditions 
for obtaining credit facilities, full precautions are taken, 
inasmuch as only marketable goods and merchandise of 
probably lasting value are accepted. Furthermore, loans 
are granted only up to 50 per cent or at best up to two- 
thirds of the appraised value of the security. One must 
also take into consideration that the borrowers are liable 
to the Darlehnskassen with their entire property for the 
repayment of the loans. This explains the fact that the 
Darlehnskassen as a matter of principle grant loans 
only to reliable firms or parties deserving credit. The 
intrinsic value of the Darlehnskassenscheine can there- 
fore hardly be doubted. The precautions dictated by 
a due regard for the quality of the paper-money 
resulted in a smaller volume of business for the Dar- 
lehnskassen than the authorities may have expected. 
According to official statements only M. 226.6 millions 
had been paid out from August 5 to September 23, 1914. 
For the period from September 23 to October 7, 1914, 
however, new loans to the amount of M. 850.1 millions 
were reported. On October 7, 1914, M. 710.4 millions 
(or 63.7 per cent out of M. 1,115.7 millions) were appor- 
tioned to loans granted on subscriptions to the first 
war loan. At the end of October not more than M. 
332.6 millions had been borrowed on other security and 
on merchandise. On March 15, 1915, the larger part of 
the loans granted against these subscriptions having 
been repaid, the total amount of the outstanding loans 
was only M. 583 millions. These figures do not in 
themselves evidence a lesser importance of the Dar- 
lehnskassen, which became evident again in connection 
with the financing of the second war loan. The sub- 
scriptions to this amounted to M. 9 billions, and some of 
the subscribers without question called upon the Dar- 
lehnskassen for assistance when the various instalments 
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became due.* Under these circumstances the great 
joint stock banks are considerably relieved, not being 
obliged to withhold otherwise available credits from the 
business world. 



War Credit Banks 

The perfectly justified precautions taken by the Dar- 
lehnskassen in connection with their loans made it 
necessary, however, to add to the organization for credit 
facilities during the war another institution. In 
Germany business to a very large extent is based upon 
receiving and granting credit. The disturbances in 
business caused by the war were bound to make them- 
selves felt, especially with concerns which had at their 
disposal neither sufficient bank credit nor pledgeable 
security. Their situation was critical in so far as, on the 
one hand, they had to meet maturing obligations for 
materials, supplies received, work performed by others, 
especially wages, as well as the requirements for main- 
tenance of the business; on the other hand they had to 
reckon with bad debts, cancellation of orders and cessa- 
tion of regular earnings. The difficulties thus faced 
by many business houses through no fault of their 
own could not, of course, all be removed simply by 
credits granted to them by the Reichsbank, the Dar- 
lehnskassen or by private banks. Either the security 
available was insufficient or the required indorsements 

1 The first instalment of the new war loan became due April 14. There were paid 
in about 6 billions instead of 3.4 billions as required according to the terms of sub- 
scription. To judge from the statement of the Darlehnskassen these institutions may 
have contributed temporarily about M. 1.2 billions of these 6 billions, for the amount 
of loans granted by them increased from M. 344.6 to M. 1,573 millions during the week 
April 7 to April 14. Of the latter amount M. 521 millions were granted against hypothe- 
cation of the new war loan warrants. In accordance herewith the amount of Darlehns- 
kassenscheine by the Reichsbank rose from M. 165 millions on March 22 to M. 932 
millions on April 15. 
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of their bills were wanting. Under the circumstances, 
it was deemed advisable to create an institution of an 
intermediary character, which would bear the greater 
share of the risks involved. The so-called War Credit 
Banks are designed to serve this purpose. They were es- 
tablished throughout the country, have their own capital, 
and the obligations undertaken by them are guaranteed, 
and losses, if any, refunded, by the respective municipali- 
ties and commercial associations. The War Credit Bank 
of Greater Berlin, for instance, was established with a 
capital of 18 millions of marks, of which 25 per cent are 
fuUy paid in. In addition thereto, there is a Uability of 
11.5 million marks by official bodies or commercial 
organizations. 

Inasmuch as the officers of the War Credit Banks are 
in close touch with local conditions and are known to be 
extremely careful and scrutinizing in their investiga- 
tions, the Reichsbank did not hesitate to declare its 
willingness to discount the bills of these War Credit 
Banks up to an amount aggregating 3 to 5 times the 
amount of their capital stock. 

Another type of War Credit Bank was established on 
a cooperative basis, with the special object in view of 
assisting the German middle classes. The smaller com- 
munities were particularly interested in these latter 
institutions, as they were designed chiefly to assist 
during the critical periods those whose financial strength 
was temporarily insufficient to bear the heavy burdens 
imposed by the war. 

The entire organization in Germany, then, for credit 
facilities during the war may be summarized as follows. 

Owing to well planned modifications of the German 
bank act, the Reichsbank may now be looked upon as 
a War Credit Bank on a large scale. By releasing the 
bank from its obligation to redeem its notes in gold, 
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the government as well as commercial and industrial 
concerns were enabled to obtain the required credit 
facilities, and the issue of the first war loan could be 
postponed until its success was warranted by the con- 
dition of the German money market and until private 
banking institutions had been supplied with sufficient 
funds to insure the continuance of unimpaired credit 
facilities for Germany's commerce and industries. 

By establishing the Darlehnskassen the German 
credit system was suitably extended to supply all 
requirements, and the possibility of investment of the 
Reichsbank's funds in non-liquid collateral loans was 
forestalled. As the Reichsbank was further authorized 
to treat Darlehnskassenscheine as cash security within 
the meaning of section 17 of the bank act (requiring 
one-third cash against notes outstanding) the granting 
of credit facilities by the Darlehnskassen automatically 
tended to increase and extend the efficiency of the 
Reichsbank. It is true that the Reichsbank's gold 
reserve itself has so far been sufiicient cover for its note 
circulation as prescribed by law; this new provision, 
however, created a second reserve in the event of an 
unusually large expansion of the Reichsbank's note 
circulation. 

Finally, the financially weaker concerns for whom the 
stringency of war times would have meant economic 
ruin are taken care of by Germany's financial mobiliza- 
tion, support being extended to them by the newly 
organized War Credit Banks. 

It is due to this carefully planned and admirable 
organization that Germany alone of all the countries 
at war was able to do without a moratorium, thereby 
preventing a stand-still of her national trade, commerce 
and industries, and retaining her commercial and 
economic powers almost unimpaired in spite of the war. 
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VI 

Foreign Exchange 

The success attending these measures has failed to 
be appreciated in foreign countries, because of the 
undue importance ascribed to the rates of foreign 
exchange. The financial status of a country is cus- 
tomarily judged by the rates prevailing in other 
countries for its exchange. The unfavorable movement 
of the German exchange since the outbreak of the war 
was regarded abroad as a sign of weakness in Germany's 
financial status. Such an opinion, however, does not 
pay adequate attention to the various causes of the 
decline in the German exchange rates in foreign coun- 
tries. It must be considered that, like all other Euro- 
pean countries with an active industrial and commercial 
life, Germany already had an international " debit " 
balance of trade in times of peace. During the last 
five years, the export and import figures compare as 
follows : — 





{Millions of Marks) 






Imports . . . 
Exports . . . 


1913 
.. 10,770 
.. 10,097 


1912 
10,692 

8,957 


1911 
9,706 
8,106 


1910 

8,934 
7,475 


1909 
8,527 
6,594 



Excess of imports 673 1,735 1,600 1,459 1,933 

It will be seen that despite considerably increased 
export figures in the year 1913, imports still exceeded 
exports by 673 millions of marks. The fact ihat Ger- 
man exchange was nevertheless quoted abroad at 
comparatively favorable rates must be attributed to her 
invisible balance of trade, which, in addition to regular 
interest and profit earnings out of foreign investments, 
consisted mainly of the enormous amounts due for 
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freight, mail and passenger traffic on her mercantile 
marine. At the outbreak of the war, this very impor- 
tant item of Germany's international trade balance was 
at once wiped out. Moreover, her exports decreased 
heavily, while she was still dependent upon foreign 
nations to furnish raw products and materials neces- 
sitated by the war. Thus her indebtedness to foreign 
nations was constantly increasing. For political 
reasons, the government could not permit gold exports 
to any considerable amount, and consequently the rates 
of foreign exchange are ruling strong in the German 
market. Despite these facts, however, the balance of 
trade cannot be looked upon as the sole cause for the 
important rise in the exchange rates. It may reasonably 
be assumed that sentiment has influenced the situation 
to a certain extent. It seems that in neutral countries, 
and particularly in the United States, which is at present 
leading in the international money market, the opinion 
and the belief still prevail that the final outcome of the 
European war will be in favor of the Allies. This 
consideration, tho but a psychological one, plays an 
important part in the fluctuations of the rates of ex- 
change. The situation should not be underestimated, 
in view of the fact that the credit of a country is judged 
on thfe basis of its exchange quotations. If the bankers 
in the United States were to feel thoroly confident 
that Germany would be victorious, the low rate for 
German exchange would certainly induce them to buy 
German Reichsmarks, which in turn would mean an 
improvement in the exchange quotations. It is neces- 
sary to point out these facts in order to explain the 
apparent inconsistency between the above description 
of Germany's financial strength and the opinion thereof 
entertained abroad. If in foreign countries the judg- 
ment of Germany's financial status is a matter of per- 
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sonal sentiment which only the course of events will 
rectify, the fact remains that the financial measures 
here described produced in every respect the desired 
effect and put the country in a position to bear the bur- 
den of the terrible struggle with comparative comfort 
and ease. 

We believe, in conclusion, that, just as the organi- 
zation of the Reichsbank in time of peace has already 
for years been considered a model, Germany's financial 
measures in anticipation of this war and brought 
about by it will also set a standard for other countries, 
if events of such weight as Europe is passing through 
at present should ever occur again. 

Ltjdwig Bendix. 
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APPENDIX 



Statistics on Wab Loan Banks. Issxjbs of 

Dablehnskassenscheine 

(In million marks) 







In the Vaults of 




Total Amount 


1914 




the Reiohsbank 


In Circulation 


Issued 


August 


7 


about 60 


10 


about 70 


u 


15 


97 


13 


110 


u 


22 


99 


31 


130 


« 


31 


173 


70 


243 


Septembei 


: 7 


" 150 


95 


" 245 


u 


15 


147 


108 


255 


u 


23 


143 


123 


266 


a 


30 


334 


144 


478 


October 


7 


949 


167 


1,116 


u 


15 


829 


186 


1,015 


it 


23 


737 


210 


947 


u 


31 


865 


245 


1,110 


November 


• 7 


859 


262 


1,121 


a 


14 


758 


279 


1,037 


u 


23 


594 


300 


894 


it 


30 


739 


324 


1,063 


December 


7 


687 


345 


1,032 


u 


15 


622 


368 


990 


li 


23 


749 


400 


1,149 


(I 


31 


871 


446 


1,317 


1915 










January 


7 


541 


456 


997 


u 


15 


406 


461 


867 


u 


23 


316 


468 


784 


a 


31 


259 


486 


745 


February 


6 


195 


505 


700 


a 


15 


150 


515 


665 


a 


23 


180 


529 


709 


« 


27 


209 


550 


759 


March 


7 


195 


571 


766 


a 


15 


176 


584 


760 
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